Commonality in liquidity by Fariborz Moshirian et al.
 
 
 
 
Working paper summary 
Commonality in Liquidity  
CIFR commissioned the Institute of Global Finance at the UNSW to undertake this research project 
Fariborz Moshirian - UNSW Australia 
Avanidhar Subrahmanyam - University of California, Los Angeles 
Claudia Wee - UNSW Australia 
Bohui Zhang- UNSW Australia 
 
Previous research has found that liquidity commonality, which is the co-movement in liquidity between 
an individual stock and the broader share market, exists within individual share markets over short 
periods of time.  
This study extends the earlier work by examining whether commonality exists across a broad spectrum 
of share markets, utilising data spanning a twelve-year timeframe. 
Liquidity commonality is the co-movement in liquidity between an individual stock and the broader share 
market. At the portfolio level, the difference between the aggregate measure of liquidity commonality and 
that of the market represents a source of systemic risk, for which investors require compensation.  
Past research on individual stock exchanges has shown that liquidity commonality exists, albeit over very 
short timeframes. This paper builds on previous studies with a view to determining whether commonality 
exists globally.  
Specifically, the study methodology utilises extensive international data sets, containing more refined and 
accurate microstructure data covering 39 markets over a period of 12 years. In addition to examining its 
universal presence, this study compares liquidity commonality in the developed versus the emerging 
markets, and examines the effect of regional financial integration in Europe.  
For the purposes of the study, the proxy used for liquidity is relative spread. This is calculated using a 
stock’s bid, ask and trade prices, with the point of observation being percentage change. This is because the 
research aim is to measure the extent, as opposed to the absolute level, of the co-movement between 
individual stocks and the market. Also, this avoids the potentially spurious results associated with non-
stationary data if time series of liquidity levels are used for analysis.  
The study results show clear evidence of co-movement between the liquidity of the overall share market, 
and that of individual stocks. The extent of the co-movement is not uniform, but varies on a market-specific 
basis. Furthermore, co-movement variability appears to reflect market-specific factors, and does not show 
any sensitivity to particular major market or global trends. Specifically, trends in the US and broader global 
indices do not appear to impact co-movement results in individual markets.  
At a broad level, the magnitude of liquidity commonality is found to vary across markets and regions. It is 
found that commonality in the emerging markets consistently exceeds that in the developed markets.  
 
 
 
 
At a regional level, liquidity commonality in Asia is consistently higher than in other regions, notably the US 
and Europe. Europe’s performance is also reflective of the finding that commonality is lower in regions with 
high levels of financial market integration.  
The regional outperformance of Asia is reflected at the national level, where China shows the highest level 
of liquidity commonality, ahead of Turkey, Taiwan, India and Korea.  
 
 
